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KEY ECONOMIC INDICATORS: SAUDI ARABIA 


All values in US $million 
unless otherwise noted. 


ercen st. 
Exchange Rate: US$1.00=SR3.53 1973 1974 Change 1975 


INCOME , PRODUCTION, EMPLOYMENT 


GDP (current prices) 17,995 35,000 
Non-oil GDP 3,696 -0- 
Per Capita GDP ($1000) 1/ 3.7 -0- 
Crude Oil Production (million bb1) 2,773 2,494 
Labor Force 1/ 1,500 1,600 


MONEY, BUDGET AND PRICES 
(1/30/76) 
Money Supply (M) 1,259 5,138 
State Budget 2/ 6,462 31,426 
Investment Budget 4,040 21,070 
Estimated Actual Expenditures 3,559 18,228 
Consumer Price Index (1963=100) 143 235 


BALANCE OF PAYMENTS AND TRADE 


Official Gold and Foreign Exchange 1,007 38 2,558 
Reserves 3/ 
Government Foreign Assets 3/ 3,507 488 40,952 
Balance of Payments (Current Acct.) + 2,229 896 N/A 
Balance of Trade + 6,789 349 N/A 
Exports F.0O.B. 9,199 279 N/A 
Estimated U.S. Share (percent) 5 
Imports, C.I.F. 2,410 
U.S..Share (Value for 1975) 317% 
Main Imports from U.S.(1975 fob 
values, in $ millions ): 
Cars and trucks 
Aircraft 
Cereals and preparations 
Electric power equipment 
Construction and mining equip. 
Heating and cooling equipment 


Based on unofficial estimates (in thousands) 
Saudi fiscal year data. 
As of June 3, 1976 (estimated). 


Sources: Saudi Arabian Monetary Agency; Central Department 
of Statistics. 





SAUDI ARABIA 
SUMMARY 


Expanding oil revenues have continued to fuel an ambitious 
economic development plan as well as a high level of private 
spending. Boom conditions continue, in spite of increasing 
signs that the country's inadequate infrastructure and labor 
shortages will delay completion of the development plan. The 
government has begun to tackle the problem of serious inflation, 
but its efforts so far have had only a very limited effect, 
when opposed to the basic facts of rapidly expanding demand and 
high liquidity. A major effort is being made to ease one of 
the most serious bottlenecks - port congestion - and some 
progress has been made although the situation is unlikely to 
ease appreciably in the next six months. 


The very problems which beset the Saudis are indicative of the 
rapid growth taking place. Opportunities for US businessmen 
are many and varied. Best prospects are the large scale petro- 
chemical and other energy-related investments to be made by 

the government. Industrial goods and capital equipment will be 
in increasing demand, as will opportunities for contractors. 
Opportunities for US exporters of durable and non-durable 
consumer goods are fewer, because of the limited size of the 
Saudi population, but a surprisingly affluent and demanding 
market exists. US businessmen will also find that US goods 
and services are in high repute here, giving them a sizeable 
advantage over their Japanese and European competitors. 


Doing business in Saudi Arabia is not easy. Persistence, 
patience and tact are indispensible. Possible disagreements 
between the US and Saudi Arabia on application of the Arab 
boycott of Israel may also cause difficulties. 





PART A_ - CURRENT ECONOMIC SITUATION AND TRENDS 


Saudi Arabia's economic prospects continue to be strong. 

Oil revenues have continued to climb, reaching approximately 
$14.5 billion during the first six months of 1976. Oil pro- 
duction has recovered from its 1975 decline, and is expected 

to average about 8.5 million barrels per day (425 million tons 
per year) for the current year. Although Saudi Arabia's im- 
mense oil reserves (170 billion barrels by conservative estimate, 
or a quarter of the world's currently known reserves )continue to 
dictate a Saudi posture of moderation in OPEC price delibera- 
tions, at least a moderate OPEC price increase is virtually 
assured for the beginning of 1977. Coupled with a renewal of 
higher petroleum consumption in the industrialized countries, 
this will bring about a further increase in Saudi revenue in 

1977 well beyond the absorptive capacity of the domestic economy. 


The country's development prospects have expanded greatly as 

a result of its wealth, but in the short run the escalating 
revenues have almost proven to be too much of a good thing. 
The non-oil sector of the economy remains very small, approxi- 
mately 15 percent of Gross Domestic Product. The present infra- 
structure has proven inadequate as a base for an accelerated 
development program, and will require strengthening as a pri- 
ority matter before the ambitious $140 billion-plus Second 
Development Plan can get seriously underway. This plan, which 
envisages the creation of two major multi-purpose industrial 
poles at Jubail on the Gulf and Yenbo on the Red Sea, has been 
the subject of considerable debate during this first year of 
its execution. Some members of the Saudi Government have 
argued that infrastructure improvement has to precede attempts 
to execute the major projects of the plan, while others have 
argued the need to push forward wherever possible. This argu- 
ment is unlikely to be resolved decisively, and execution of 
development projects will probably continue to be uneven and 
subject to a variety of bottlenecks over the coming year. 


The major immediate bottleneck continues to be port congestion. 
The government has addressed priority attention to this ques- 
tion, and steps have been taken under the energetic director 

of a new Ports Organization, to speed both unloading (including 
LST lightering and helicopter unloading of cement) and clear- 
ance procedures. The situation at Dammam port has improved 

to the degree that waiting time for ships had dropped from 80 
to 60 days, and shippers' surcharges from 60 to 50 percent. 
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Improvement has also taken place recently in the Jidda port, 

but we expect it to receive a serious setback during the 

annual pilgrimage period (November 27 - December 4 in 1976) 

and that waiting periods will again exceed three months in 1977. 
Behind the ports, the transport and communications infrastructure 
is still inadequate but is being improved rapidly. Urban and 
public services seem likely, however, to continue to run behind 
booming demand, much of it created by the rapidly expanding 
non-Saudi labor force. 


The thinness of Saudi manpower resources constitutes a major 
long-term bottleneck to development. While the major invest- 
ment projects are energy and capital rather than labor-intensive, 
and Saudi plans for training the required technicians and 
managers are ambitious, the need for foreign laborers and 
managers will continue to increase over the coming few years. 
Contractors are expected to bring and provide housing and other 
facilities for their own labor force; starting in 1977 for major 
projects (over $100 million in value), any new company facili- 
ties are to be located outside of present urban areas to lessen 
their impact on the already overloaded public services. While 
entry visa formalities have been streamlined to ease labor im- 
ports, recruitment continues to be a problem for contractors - 
especially at the technical and managerial level - and Saudi 
price inflation has lessened the attraction of work here. There 
has been a small, but increasing number, of salary or living 
condition disputes with imported contract workers. 


Domestic price inflation has inevitably accompanied the last 


few years’ rapid increase in development expenditures. The 
official price index indicates a 30 percent annual rate of 
increase (through the first six months of 1976), but the index 
either understates or ignores the most explosive elements of 
the current inflation -- major consumption or capital goods 
imports, housing and labor, to name the most important. The 
government has shown concern over the inflation rate and has 
taken steps to mitigate it. The state budget for the current 
(1396-97 Hijri) year has been frozen at the previous year's 
level as a mark of the government's desire to hold down public 
spending, and civil service salaries have been frozen. Price 
and profit margin controls have also been decreed for certain 
consumption goods and services. More importantly, basic food- 
stuffs subsidies have been continued (at an annual cost of $28 
million) and some signs have appeared of a slackening in the 
frantic real estate boom which has helped boost the inflation. 





Inflation, nonetheless, will continue to present a major 
problem for the execution of the development plan. 


As these bottlenecks and dislocations of rapid development 
have emerged, Saudi officiakb have begun to emphasize the 
flexible nature of the deveiopment plan. While no formal 
review of the plan or its priorities appears to be underway, 
some projects are being slowed down or stretched out because 
of the complications involved in their implementation. 


Despite these handicaps, the Saudi economy is developing 
very rapidly, and in fact, many of the problems cited are 
direct results of rapid development. The bulk of the 
country's development will be in the form of large, semi- 
public or joint venture projects in the petrochemical or 
related fields, executed largely by foreign contractors. 

But private investment is already rising rapidly, although 
not necessarily in the directions that the economic planners 
might wish. Much of the private investment has been chan- 
neled into the traditional areas of commerce and residential 
or commercial construction. The government is attempting, 
through the Industrial Development Fund and other cheap 
public sources of finance which can give very concessional 
loans to Saudi or joint venture industrial enterprises, to 
attract Saudi private capital into the industrialization 
effort. The prospects for small scale ventures by private 
industry, geared to the needs of the small but increasingly 
affluent local market, seem good. 


Most of the private, as well as public demand for consumption 
and investment goods will continue to be met by imports. 

The huge value of oil exports will, nonetheless, guarantee 

a continued balance of trade surplus for Saudi Arabia, and 
expanded Saudi investment abroad. 
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PART B - IMPLICATIONS FOR THE UNITED STATES 


The political stability of Saudi Arabia and its basic policy 
stance in favor of the West and free enterprise, make it an 
attractive area for U.S. investment and a promising market 

for export of U.S. goods and services. The primary opportunity 
for U.S. firms in the next two to five years is in the major 
projects area via joint ventures or contractors with Sau 
Government entities. Mobil, Dow, Grace and a variety of other 
major U.S. firms are well on the way toward negotiating joint 
ventures in the industrial projects to be located in Jubail 
and Yenbo. The master plans for these two projects are being 
prepared by Bechtel and Ralph Parsons, respectively. These 
two companies also have the project management contracts for 
the new Riyadh and Jidda airports. Many other U.S. firms 
stand to profit greatly by way of subcontracting on these 

and on projects undertaken by third country firms. Kellogg 
already has the contract to build the Mobil/Petromin lube 

oil plant near Jidda, and Fluor will undertake a massive east 
coast gas gathering project for Aramco. Equally large pros- 
pects are offered by the various public infrastructure projects 
in the Plan. U.S. firms are vying for large contracts in- 
volving design and construction of projects as varied as 
Riyadh University, a new Ministry of Foreign Affairs complex, 
and extensions of the automatic telephone system. The U.S. 
Corps of Engineers alone will manage projects totalling more 
than $18 billion over the next ten years. 


U.S. consultants, especially those specializing in contract 
development and management will find a number of attractive 
projects in Saudi Arabia. In fact, the shortage of profession- 
al management personnel might make successful operation in 

this field critical for Saudi development. U.S. investors 

who carefully survey the market and existing problems are 

also finding profitable areas in which to begin joint ventures 
with private Saudis. Anaconda and Standard Oil of California, 
for example, are well on the way toward an investment in copper 
wire production, and Foremost McKesson has a joint venture 

with a Saudi firm on a 1000 gallon per day dairy. Saudi firms 
have expressed desire to form joint ventures in fields ranging 
from road construction, well drilling, livestock raising, pre- 
fab housing, or small consumer goods factories. Labor- 
intensive projects should be avoided whenever possible. 


At this time U.S. exports enjoy a very favorable position in 
the Saudi market due to the reputation for excellence which 
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U.S. products enjoy. Thirty-one percent of Saudi imports 

in 1974 originated directly from the U.S. and another 10 
percent of the total may have been transhipped through Beirut. 
Best prospects are in those areas related to major projects. 
Capital equipment, construction machinery -- all of those 
products associated with industrial construction -- offer op- 
portunities far larger than the size of the population or the 
non-oil economy might otherwise indicate. Products associated 
with the various public projects will also be in high demand. 
Examples are: housing appliances and fixtures; finishing 
materials; hospital equipment and supplies; street lighting; 
materials handling equipment; boilers and turbines and a whole 
range of communications and .power transmission products. 


Consumer durables will be in increasing demand as the level 
of affluence increases. Nevertheless, by American standards, 
the total size of both durable and non-durable markets will 
remain small in an absolute sense. The total population was 
probably no more than 6 million in 1975 including foreign 
workers. 


Catalogs and company literature will not sell the product 
here as in the United States or Europe. Neither will a 
single visit of three days. This market is best sold by 
perseverance. It is wide open, but U.S. firms should expect 


tough competition from European and Japanese companies. 


Relations between Saudi Arabia and the U.S. have been close 
for a number of years. A joint Economic Commission was set 

up in 1974 to provide reimbursable technical assistance and 
facilitate private sector participation in Saudi development 
plans. The Five Year Plan presumes participation by U.S. 
industry and access to U.S. supplies. However, there is a 
cloud on the horizon. Saudi Arabia accepts and supports the 
Arab boycott of Israel. At the same time, U.S. law and policy 
prevent discrimination against a U.S. citizen on grounds (that 
is, in which a contractor or exporter is required to pledge 
not to do business with a firm which is on the boycott list). 
The potential for disagreement is not insignificant, a con- 
certed effort by both sides will be needed to avoid problems 
which might limit U.S. exports to the Kingdom. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 








